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Participating in this month’s symposium—whether more 
freedom in rate making should be given to transportation 
companies—are outstanding authorities in several fields of 
transportation: James H. Lemly, Professor of Transportation 
and Public Utilities and department chairman, Georgia State 
College of Business Administration, who appraises the pres- 
ent circumstances in rate control; John E. Tilford, Sr., Chair- 
man of the Advisory Committee for the Louisville and Nash- 
ville Railroad, who presents the railroad case for more rate 
freedom; Reuben G. Crimm, Attorney and specialist in trans- 
portation law, who expounds objections to more rate freedom 
—the motor carrier viewpoint; and Sam H. Flint, General 
Traffic Manager for The Quaker Oats Company, who predicts 
probable results were more rate freedom allowed. 





LELAND CARLING WHETTEN 


In “Blueprint for a Proxy Contest,” the author traces the 
general pattern of a proxy contest, from the rumor stage to 
the final, often turbulent counting of the proxies, and the 
aftermath. He concludes with a discussion of management’s 
relation to the proxy contest and the management climate 
most likely to induce such contests. 

Dr. Whetten is Professor of Accounting, School of Business 
Administration of Georgia State College of Business Adminis- 
tration. 





COLDWELL DANIEL, III 


Dr. Daniel’s article on nonfarm residential mortgage credit 
is an analysis of the relationship of this type credit to the 
general credit condition and to other components of the gen- 
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eral credit picture, including such points as: the dependence 
of the supply of nonfarm residential mortgage credit on 
alternative investment yields; the sensitivity of all portions 
of the credit market to changes in any portion; and the be- 
havior of the supply of nonfarm residential mortgage credit 
during tight credit conditions. 

Dr. Daniel is Professor of Economics at Mississippi South- 
ern College. His paper was written while he was a research 
assistant in the Bureau of Population and Economic Research 
of the University of Virginia. 





C. V. CHELENA 


Mr. Chelena is Vice President (Sales) of the Southland 
Coffee Company and the Mar-Gold Corporation, young food 
companies of “modest size.” In “The Management Forum,” 
Mr. Chelena, while pointing out the wide diversification of 
products in food manufacturing and processing, establishes 
two principles—principles which are consistent in all food- 
marketing success as well as in that of other products. They 
are (1) service, with the emphasis on selling with one’s 
customers, and (2) integrity, that intangible representing, 
among other virtues, sincerity and confidence. 





WARREN A. WALKER 


Ceramic tile production is the subject of Mr. Walker’s 
fourth article in the series “Industrial Potentials in the 
South.” He points out the extent of use of ceramic tile in both 
residential and nonresidential construction, and suggests that 
present prices of ceramic tile products represent a “round- 
trip” cost, inasmuch as nearly all the kaolin used in their 
making comes from Georgia, but 86 per cent of all the tile 
used in the southeastern states comes from states outside the 
area. He quotes from a survey of this industry made by the 
Engineering Experiment Station of the Georgia Institute of 
Technology. 
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TRANSPORTATION RATE POLICIES 


A Symposium: Shall we give more rate freedom to transportation companies? 


Contributors: James H. Lemly, John E. Tilford, Sr., Reuben G. Crimm, and Sam H. Flint 


Economic conditions within the various modes of freight transportation service for general bulk com- 
modities (railroads, trucks, barge lines) may correctly be described as highly disturbed, if not chaotic. 
Current earnings patterns and long-run profit expectations vary almost from carrier to carrier. One major 
factor in this state of unrest is the high level of com petitive activity between the modes of transportation, 
together with the lack of a definite long-run rate control policy which can be understood by a majority of 
the firms in this vast industry. The following discussions are desiyned to inform our readers of some of 
the various aspects of public interest which exist within this important problem. 


THE CURRENT SITUATION IN RATE CONTROL 


by James H. Lemly 


“Some changes in rate-making policy have become effective, at least temporarily, and other ac- 
tions are contemplated, which could bring about important shifts in our entire transportation picture.” 


For the first half eentury of the life of the Inter- 
state Commerce Commission the principal problem 
in rate control was a problem of limiting rates, or 
of reviewing the level of rates in an effort to con- 
trol the maximum position to which the rates would 
rise. In 1920, the Commission was given power to 
set minimum rates in order to be able to prevent cut- 
throat competition between railroads, but little use 
was made of this power prior to World War II. Since 
1945, however, a rapid change toward emphasis on 
minimum rates has been in evidence. This is not to 
mean that we have not had rate increases since 
World War II. Obviously, the contrary is definitely 
correct. In several instances, the Commission has 
authorized rate increases on a nationwide or re- 
gional] basis, and the railroads and the truck lines, 
in turn, normally have taken many or all of these 
increases at the time they were offered by the Com- 
mission. As soon, however, as these higher rates 
were authorized, a pattern of selective rate reduc- 
tion has been instituted in many instances.’ 

For a number of years, the railroads have been 
campaigning for changes in the regulatory structure 
under which they operate in an attempt to offset 
some of the disadvantages which they state that they 
face in the regulatory and competitive world in 
which we live today. Early in the life of the Eisen- 
hower administration, the now-famous Weeks Re- 
port appeared as a White House document on April 
18, 1955.2 This report provided for a number of 


—_ 


1 The cause for this item-by-item reduction of specific rates has 
been the competitive situation within the general transportation indus- 
try. The rail segment of our transportation industry has been increas- 
ingly disturbed by the fact that truck loadings have increased enormous- 
ly, and the percentage of intercity tonnage moved by trucks has been in- 
creasing rapidly in recent years. In an effort to cope with this situa- 
tion the railroads have tried to find new rate patterns which would 
bring back to the rails, or at least hold to the rails, much of the traffic 
which has shown a tendency to move toward motor carrier operation. 
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changes in our regulatory structure which were 
considered advantageous to the railroads. Legisla- 
tion developed from the Weeks Report soon was in- 
troduced in Congress and one important section was 
designed to replace Section 15a. (1) in the Trans- 
portation Act. This proposed paragraph contained 
the following material: 


In determining whether a rate... results in a charge 
which is less than a reasonable minimum charge... the 
Commission shall not consider the effect of such charge 
on the traffic of any other mode of transportation; or the 
relation of such charge to the charge of any other mode 
of transportation; or whether such charge is lower than 
necessary to meet the competition of any other mode of 
transportation: .. .3 


This paragraph almost immediately was desig- 
nated as the “three shall nots” and became the center 
of a long struggle between various factions within 
the transportation industry. Most of the railroad in- 
dustry supported this particular recommendation 
vigorously, while the motor carrier segment and the 
water carriers opposed it just as strongly. Obvious- 
ly, the reason for the opposition was that these pro- 
visions would have prevented the ICC from object- 
ing to rates which the railroads might institute in a 
competitive struggle to return traffic to rail lines 
formerly handling such traffic. 

No part of the legislation resulting from the 
Wecks Report was passed by Congress, although it 
did have a strong impact on the transportation 


2 The Weeks Report was widely hailed as a railroad study, although 
the Secretary of Commerce insisted that such was not the case, and 
many segments of the regulatory section of our government participated 
in developing material which went into this important study. It is def- 
initely true, however, that the Weeks Report was aimed at providing 
climate of competition within the transportation industry rather than a 
climate of controlled division of freight traffic between the various 
modes of transportation. 


3 Sec. 15a. (1). Taken from House Resolution 6141. Bill introduced 
in the House of Representatives. 
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world. In particular, the matter of changes in the 
regulatory pattern of our nation to allow more com- 
petition within the transportation industry re- 
mained a vital and much discussed topic. Finally, in 
1958, Congress did make some changes in the Trans- 
pertation Act, and it did in that year provide for 
changes in the rate regulatory structure. The ma- 
terial in the Transportation Act of 1958, pertaining 
to rate control, is known as Section 15a. (3), and 
reads as follows: 


In a proceeding involving competition between carriers 
of different modes of transportation subject to this Act, 
the Commission in determining whether a rate is lower 
than a reasonable minimum rate, shall consider the facts 
and circumstances attending the movement of the traffic 
by the carrier or carriers to which the rate is applicable. 
Rates of a carrier shall not be held up to a particular 
level to protect the traffic of any other mode of trans- 
portation, giving due consideration to the objectives of 
the National Transportation Policy declared in this Act. 


Almost immediately upon passage of the Trans- 
portation Act of 1958, controversy broke out as to 
what Congress did mean in Section 15a. (3). The 
railroad segment of the industry immediately sought 
to make changes in rate structures which would 
prove beneficial to the traffic-acquisition patterns 
the railroads were seeking, and the motor carrier 
industry just as quickly endeavored to persuade the 
Commission that such was not the intent of the 
Congress in the passage of that act. The Commis- 
sion, caught between the cross fire of these two 
major segments of the transportation industry, did 
not instantly give decisions interpreting this partic- 
ular section. In fact, the Commission was slow to 
reveal what its understanding of Section 15a. (3) 
was, and it has not yet fully stated what it under- 
stands Congress to have meant in that provision. It 
is true, however, that in the months since the sum- 
mer of 1958, the Commission has increasingly moved 
toward more freedom of minimum rate making with- 
in the transportation industry; and, as the Commis- 


RAIL COMPANIES GENERALLY SEEK MORE RATE FREEDOM 


sion has made these moves, the rail segment has 
been partially satisfied, and the motor carrier seg- 
ment has become more and more unhappy as the 
trend has been in evidence. 

In March 1960 the current Secretary of Com- 
merce sent to the White House another study of the 
transportation industry and government’s role in 
this activity. This study, like the Weeks Report, is 
being labeled the Mueller Report because it was pre- 
pared under the general direction of Secretary 
Mueller. This document is much broader in scope 
than the Weeks Report. It is too early yet to evaluate 
the total impact of this comprehensive report, but 
it too supports to some degree the idea of more 
freedom in rate making for the carriers involved. 

In recent months, the Commission has given at 
least limited approval to two important changes in 
rate structures. The railroads have been allowed to 
institute incentive rates in the now-celebrated Paint 
Case, and they have not been prevented from using 
agreed charges or guaranteed rates. The Commis- 
sion also in a number of ways has given its tentative 
approval to additional patterns of piggyback opera- 
tion, which, though not directly related to rate com- 
petition as such, is a matter which is closely related 
to the competitive struggle between motor carriers 
and the railroads. Another area of change in rate 
control which has come quite recently, and which 
has been most alarming to the motor carriers, is the 
decision to allow freight forwarders to handle vol- 
ume shipments. 

In summary, some changes in rate-making policy 
have become effective, at least temporarily, and 
other actions are contemplated, which could bring 
about important shifts in our entire transportation 
picture. The subject is one of vast significance to the 
industry and is of real importance to the entire 
economy since transportation charges constitute a 
major segment of all costs of production and dis- 
tribution. 


by John E. Tilford, Sr. 


“A revision of the laws should be made so that the same provisions would be made applicable 
not only to the railroads but to other modes of transportation.” 


The economy of this country is founded on a 
philosophy of free enterprise. Under this system, a 
vendor can let the prospective purchaser bid for his 
property or services and accept or reject the bid. 
Or he can offer a price to test the market, and if 
he gets no buyer he can reduce the price, if he 
chooses. If cost or customer demand goes up he can 
increase the price. Innumerable commercial trans- 
actions as described are consummated each day. 
Freedom of action in pricing is axiomatic in our 
economy and has public approval and support. 


Author’s Note—The above discussion deals with one reform needed in our 
regulatory laws. There are others of equal or greater im- 
portance that also need revision. 


While the right of pricing goods and services is 
generally recognized and accepted, governments, 
both federal and state, have undertaken the regula- 
tion of utilities, including transportation, where 
monopolies are permitted or where public charters 
or franchises are required. In the case of the rail- 
roads, which had a virtual monopoly in intercity 
transportation for a long period of time, during 
which most regulations were promulgated, these 
cumulative regulations are more severe and re- 
strictive than those presently applied to other utili- 
ties—even those having a service monopoly. 

In recent years, however, other modes of trans- 
port have developed competitively, nullifying the 
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railroads’ monopoly. This changed situation has 
caused the railroad managers to demand as a neces- 
sity a relaxing of regulation if the railroads are to 
be capable of coping with the various competitive 
modes of transport, all of which have some form of 
subsidy or assistance from government that is not 
available to the railroads. The railroads, though no 
longer a monopoly, are thus unjustly haunted by the 
laws and regulations inherited from the past. 

One right the railroads do have is that of initi- 
ating changes in rates. When they were first regu- 
lated by the federal government some 75 years ago 
four basic rules were laid down for the guidance of 
the Interstate Commerce Commission in regulating 
their rate or pricing systems: 

1. The rates must be just and reasonable. 

2. The rates must be published and applied with- 
out rebates. 


3. The rates must not cause any undue or un- 
reasonable preference or advantage to one person, 
nor result in undue prejudice or disadvantage to 
another person. 

4. Due notice must be given of changes in such 
rates by publication and filing with the ICC. The 
present required notice is 30 days. 

These provisions continue to be important re- 
quirements of the Interstate Commerce Act and the 
railroads do not object to their application and en- 
forcement, provided the same rules are applied to all 
competing modes of transport. 

In the course of time other laws were added to 
limit and restrict the railroads in changing their 
rates. These are among the most important: 

1. The ICC can fix minimum and maximum rates. 
(It has issued many such orders.) 

2. All orders of the ICC must continue in force 
until set aside by the Commission. (There are out- 
standing thousands of such orders which are road- 
blocks when a general revision is needed. Originally 
such orders were limited to two years.) 

38. The ICC can suspend proposed changes in 
rates before they become effective and after, for in- 
vestigation can approve or require cancellation or 
modification of the proposals. (This authority is 
used many times each year.) 

4, The burden of proof is on the railroad to show 
that proposed rates are just and reasonable and will 
comply with all provisions of the Interstate Com- 
merce Act. 

5. If a railroad establishes a rate between com- 
petitive points it must, on the short route between 
such competitive points, apply no higher rates at 
intermediate points although the same competition 
or circumstances do not exist at such intermediate 
points. 

6. In exercising its power to prescribe just and 
reasonable rates the ICC must give due considera- 
tion, among other factors, to the effect on the move- 
ment of traffic. (This indefinite discretion gives the 
ICC almost complete managerial authority over 
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rates. ) 

When the highway carriers and water carriers 
were regulated, those classified as “common car- 
riers” were brought under rate provisions similar 
to those applicable to railroads; hence they too must 
labor under regulations designed for a monopoly. 
But the common carriers by highway and waterway 
are exempt from two important regulations applica- 
ble to railroads: They are not required to serve all 
points on their routes; and they can change rates 
between competitive points without affecting rates 
to and from intermediate points on their routes. 


Many other carriers whose services are for hire 
are exempt from rate or price regulation. Motor ve- 
hicles used in the carriage of ordinary livestock and 
agricultural and horticultural commodities are com- 
pletely exempt. That exemption has given rise to 
what a subcommittee of the Senate Interstate and 
Foreign Commerce Committee once called a “vast 
armada of exempt carriers” estimated to be far 
more numerous than carriers subject to regulation. 
The result is intolerable injustice to the railroads, 
as well as to other regulated carriers, making fair 
and effective competition with exempt motor car- 
riers impossible unless and until the railroads spe- 
cifically are given like freedom from rate regula- 
tion. 


Further, water carriers are free from regulated 
rates on bulk and liquid commodities that move in 
large quantities by barge on the inland waterways. 
This privilege places the railroads in an impossible 
competitive position which can be corrected only by 
giving them like freedom in pricing for transport- 
ing such commodities. 

In brief summary, then, these are the handicaps 
railroads suffer with regard to regulation of their 
own rates compared with that of their competitors. 
It seems appropriate to suggest a more specific 
remedy than merely that they should be allowed 
more freedom in the setting of rates because they 
no longer have a monopoly in transportation. 


In my judgment, the best solution would be to re- 
turn exclusively to the four basic provisions origi- 
nally set down for guidance of the ICC, cited above, 
plus the ICC authority to fix minimum and maxi- 
mum rates. Those laws prohibit unjust discrimina- 
tion, and the Commission could prevent rates from 
being too high or conversely could prevent rates 
from being so low they would burden other traffic 
in making up losses. The authority to fix minimum 
rates would also enable the Commission to prevent 
railroads from making rates lower than cost which 
might, in the zeal of competition, unjustly injure 
competitors. 

I believe the laws mentioned would be ample to 
protect the public’s interest and prevent destructive 
competition. And with the ICC having control of 
both the floor and ceiling of the rate levels, the rail- 
roads could be given the authority and responsibility 
of lowering or raising the rates between those levels. 
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That authority and the attendant responsibility 
would enable management to utilize a railroad’s re- 
sources to the best advantage in pricing its services. 
At the same time, the railroad company would have 
the business risk of profit and loss which all other 
private enterprises having freedom of pricing must 
face. 


MOTOR CARRIERS TEND TO OPPOSE MORE RATE FREEDOM 


A revision of the laws should be made so that 
the same provisions would be made applicable not 
only to the railroads but to other modes of trans- 
portation. The railroads have long advocated the 
application of the same laws and regulations to all 
types of transportation that offer their services for 
hire. 


by Reuben G. Crimm 


“Freedom from a referee—what the railroads really seek on intermode competitive rate making 
but not on intramode competitive ratemaking—will destroy our transportation system and many who 


are dependent on it.” 


Essentially, three questions are involved in the 
question under consideration: 

First, what freedom do transportation companies 
now enjoy in making their rates? 

Second, what “more freedom” is desired by any 
transportation companies? 

Third, “more freedom” from what? 

Note first that the campaign for “more freedom” 
is spearheaded by railroads, who propose to apply 
this freedom solely to their ratemaking in competi- 
tion with other forms of transportation for partic- 
ular traffic. No more freedom is suggested or de- 
sired by the railroads when competing amongst 
themselves. This was made clear by President Perl- 
man of the New York Central when the question was 
being considered by congressional committees. In 
pertinent part, he said, speaking on behalf of the 
railroads generally: 

It would likely permit too much competition... a 
small railroad . .. might come in with cut rates that 
would upset the operations of the hundred or so major 
roads ... we need some sort of referee ... it would mean 
a return to the conditions which prevailed before regula- 
TION. «+ 
If ‘“‘more freedom” is not proper for the railroads 


to have in their intramode competitive ratemaking, 
it is not proper for their intermode competitive 
ratemaking, for the reasons advanced by President 
Perlman and many more, as I will point out below. 

The subject matter presupposes the railroads do 
not now have sufficient freedom in their rate- 
making. Since the contentions to date by the rail- 
roads relate solely to intermode competitive rate- 
making, the question is in order—what freedom do 
they now enjoy? 

In brief, the railroads now have the freedom to 
initiate rates to meet competition. Further, in such 
ratemaking they may not be required to refrain 
from establishing rates which are otherwise lawful 
for the purpose of providing “‘an umbrella” to en- 
able a motor or water carrier to retain traffic. Such 
rates do not have to receive the approval of any 
regulatory agency before they become effective. 
Only when the Interstate Commerce Commission has 
doubt that such competitive rate may conform to 
statutory requirements—which is also true of a rate 





Note: The views expressed here are not intended to reflect those of the 
mctor carrier industry, but only those of the author. 
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published on now competitive traffic—is the effec- 
tive date postponed and a hearing held to determine 
its lawfulness. 

What “more freedom”’ is desired by the railroads 
in their ratemaking against competitive forms of 
transportation? When the matter was before Con- 
gress several years ago the railroads were proposing 
legislation, popularly referred to as “the three shall 
nots,” which would have stripped the referee, the 
Interstate Commerce Commission, of any authority 
to consider, when question of a minimum reasonable 
rail intermode competitive rate is in issue, (1) the 
effect of the rate on the traffic of another carrier; 
(2) the relation to the charge of any other carrier; 
and (3) whether the proposed rate is lower than 
necessary to meet the competition of any other 
carrier. 

In essence, the greater freedom sought by the 
railroads in their intermode competitive ratemaking 
would have given them authority to make such inter- 
mode competitive rates as they saw fit without any 
effective review by the Interstate Commerce Com- 
mission. The Commission so pointed out. Further, 
and as another warning light, such ratemaking ac- 
tivity contemplated the disregard of the present re- 
quirements of the National Transportation Policy, 
providing in part: 

. . . for fair and impartial regulation of all modes of 


transportation ...so administered as to recognize and 
preserve the inherent advantages of each... . 


. .. to encourage the establishment and maintenance of 
reasonable charges for transportation services, without 
unjust discriminations, undue preferences or advantages, 
or unfair or destructive competitive practices; ... all to 
the end of developing, coordinating and preserving a na- 
= transportation system by water, highway, and 
| es 


The “three shall nots” were rejected by the con- 
gressional committee. Because of the belief, ad- 
vanced by the railroads, that the Commission had 
not been consistent in the past in allowing one or 
another of the several modes of transportation to 
assert its inherent advantages in the making of com- 
petitive rates, the Congress passed in 1958 the fol- 
lowing rule of ratemaking: 


In a proceeding involving competition between carriers 
of different modes of transportation subject to this Act, 
the Commission, in determining whether a rate is lower 
than a reasonable minimum rate, shall consider the facts 
and circumstances attending the movement of the traffic 
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by the carrier or carriers to which the rate is applicable. 
Rates of a carrier shall not be held up to a particular 
level to protect the traffic of any other mode of trans- 
portation, giving due consideration to the objectives of 
the national transportation policy declared in this Act. 


The railroads apparently desire more—the free- 
dom to take the traffic of competing modes of trans- 
portation by means of selective rate reductions, 
freed of all restraints other than an illusory and 
elusive requirement that such rate is compensatory. 

Why has this “more freedom” been refused so far 
by Congress? Why is it so vigorously opposed, not 
only by competitive forms of transportation but by 
small shippers as well? First, it will lead to nothing 
less than the destruction of the railroads’ intermode 
competition by reason of selective rate cutting on 
particular movements of traffic enjoyed by motor 
or water carriers. If all carriers had available to 
them captive or noncompetitive traffic from which 
they could recover the loss in revenue resulting from 
selective competitive rate reductions, the railroad 
proposal would be less disastrous to the concept of a 
sound national transportation system including all 
modes of transportation. 

Second, this “more freedom” concept will destroy 
the little shipper (and little community) by prefer- 
ence for the big shipper (and big community). The 
principal reason for the enactment of the Interstate 
Commerce Act was to eliminate discrimination be- 


LIKELY RESULTS FROM MORE RATE FREEDOM 


tween persons, places, and commodities. The rail- 
roads then in their unregulated competition with 
each other had sought to do what they seek under 
the rail proposal now—to attract the traffic of com- 
peting forms of transportation by rate concessions. 

Third, this “more freedom” concept leads inevi- 
tably to monopoly with a deteriorated service and 
eventual price rises. Even for the large shipper or 
community, the benefit of predatory selective rate 
cutting by the railroads will be short-lived. Once the 
transportation competition is destroyed and mcnop- 
oly returns, the woes begin. 

In summary, the catch phrase “more freedom” 
here really means whether the final word in the 
rate-making issue will be returned to the hands of 
one carrier group or whether there will continue in 
this country a system of public regulated transport. 
Whoever is empowered to fix important rate rela- 
tions between shipping interests has the power to 
say which industries shall live and which shall die, 
and which area shall grow and prosper and which 
shall not. The final power cannot be left to any car- 
rier group. There must be a referee to prevent cut- 
throat rate wars. Freedom from a referee—what the 
railroads really seek on intermode competitive rate 
making but not on intramode competitive rate- 
making—will destroy our transportation system and 
many who are dependent on it. 


by Sam H. Flint 


“True freedom of rate making would stimulate all transport agencies to give America the kind of 


transportation it should have.” 


The almost certain results of freeing the for-hire 
transportation agencies from onerous rate-making 
restrictions would be: (1) lower over-all transpor- 
tation charges, and (2) a stronger transportation 
system composed of healthy carriers of all transpor- 
tation modes. 

A fair and inevitable question is: “Why would this 
Utopian—and seemingly paradoxical—result be ex- 
pected?” A subordinate question which might 
reasonably be anticipated is: “Why would one whose 
background and experience has been largely in the 
field of transportation regulation seemingly ad- 
vocate abolition of rate regulation?” 

Far from advocating the abolition of rate control 
by regulatory agencies, I feel there will continue to 
be a proper sphere in which regulation should oper- 
ate. Indeed, it is highly probable that regulation 
would become more effective were it reoriented to 
its original purpose: protection of the ratepayers as 
contrasted with the apparent purpose of today’s 
regulation — protection of the transportation 
agencies. 

The answer to the primary question is premised 
upon this understanding of more rate-making free- 
dom: 
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Rates of one carrier will not be held to a certain level 
to protect the interests of any other carrier, whether of 
the same or different mode of transport. 


This differs from the present rule of rate making 
enunciated in Section 15 (a) (3) of the Interstate 
Commerce Act in two respects: First, it would 
guarantee freedom of rate making among carriers of 
the same mode and would, for example, forbid a 
regulatory agency from interfering with a railroad 
rate reduction for the purpose of protecting another 
competing railroad. Second, it would not be subject 
to the weasel words, “. . . giving due consideration 
to objectives of the national transportation 
policy. ...” 


With this sort of freedom, one would expect: 


(a) Rates would tend to seek a level reflecting the cost 
of service plus a reasonable profit. 

(b) There would automatically follow an economic re- 
apportionment of traffic among carriers, according to the 
ability of each to perform required transportation at the 
lowest cost. 

(c) Likewise, there would follow the elimination of 
wasteful transportation practices and an increase in 
charges for transportation which is now being performed 
at less than cost. 

(d) Forces of attrition would eliminate the less efficient 
carriers. 
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(e) The remaining carriers would be better able to com- 
pete with private motor and water carriage. 

(f) More imaginative expression would be expressed in 
the design of transportation services and rate structures, 
and faster implementation of changes would take place. 
Rates would more nearly reflect the cost of serv- 

ice. This is what opponents of rate-making freedom 
commonly describe as “rates being forced down to 
the cost-of-service level.’”’ This, they say, is the result 
of “destructive competition,” “wasteful competi- 
tion,” “cutthroat competition,” “irresponsible com- 
petition.” Well, what is so wrong with competition in 
transportation? We have it in every other area of 
our economy, and there it is affectionately described 
as “dynamic competition.” 

Also, what is so wrong with rates gravitating to 
a level reflecting cost of service plus an implied 
profit? This is the basis on which the rates of other 
regulated industries are made, and this is the basis 
which prices of so-called unregulated industries in- 
evitably reflect—because competition sees to it that 
they do. Under this sort of freedom, steel has not 
driven aluminum from the market, nylon has not 
supplanted rayon. Each has found its economic 
niche. There is no reason to think the managers of 
one mode of transportation could or would force 
another mode out of business. 

Traffic would undergo reapportionment. Rate- 
freedom could and would and should force other 
modes out of particular segments of business. One of 
the detrimental results of today’s rate regulation is 
to force at least some commerce to move via a higher- 
cost transportation agency. Complaints like this are 
voiced mostly by the railroads, but certainly there 
are also instances in which motor carriers are in- 
hibited in. adjusting their rate structure, with the 
result that traffic is moving by railroad which could 
move more economically by truck. Reapportionment 
of traffic will not only produce an over-all lower cost 
to the shipping public but will just as certainly pro- 
vide greater over-all profits for the transportation 
agencies. 

Below-cost service would tend to be eliminated. 
More rate-making freedom, however, will not pro- 
duce unmixed blessings for shippers. As rates on 
some traffic seek lower levels, reflecting more 
nearly the cost of service, and as cost-finding tech- 
niques improve, carriers will become acutely aware 
that they are performing some other services at less 
than cost. Simple economic pressure will require 
them to desist from wasteful practices and to in- 
crease rates on some of their traffic even if it should 
mean retiring from participation in the business. 

Inefficient carriers would no longer operate. 
While it is inconceivable that any type of transpor- 
tation could be destroyed by another (e.g., railroads 
destroying motor carriers), it would appear inevi- 





1 Mlustrative of this condition (which is far from rare) is the trans- 
portation of transcontinental lumber over highly circuitous and un- 
economic routes for the express purpose of retarding delivery to afford 
the vendor opportunity to make the most favorable sale. Certainly the 
transportation of grain under transit arrangements over grossly circui- 
tous routes often produces revenue substantially below the cost of service. 
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table—and indeed desirable—that the less efficient 
carriers within any mode of transportation would be 
eliminated or absorbed into the systems of more ef- 
ficient carriers. This has been the rule of our econ- 
omy generally. True, the concentration of power has 
reached undesirable proportions in some industries, 
such as, for example, the automobile industry; but 
this is not an eventuality to be feared with respect 
to regulated transportation for the simple reason 
that it is regulated. Thus, to a great degree socially 
undesirable mergers can be prevented; and to the 
extent that they do occur, the public is still pro- 
tected by regulation in its true sense. 

Private competition could be met. Too often rate 
regulation aimed at protecting the traffic and reve- 
nues of all carriers of a given mode of transport re- 
sults instead in the loss of the traffic to self- 
manufactured motor or water transportation. A 
fallacy of minimum rate regulation is that it almost 
inevitably tends to over-generalize. A rate level 
floor, while preserving revenues of some carriers, 
may at the same time preclude participation of 
other carriers in traffic which would be fully com- 
pensatory at lower rates. 

Rate-making freedom would enable carriers to 
exercise managerial discretion in meeting individual 
cases of private competition and would inhibit in- 
dustry from engaging in private transport. Today 
industry frequently makes impatient and _ ill- 
conceived forages into private transport, simply 
because it has no confidence in the carrier’s ability 
and liberty to provide its transportation require- 
ments. Reversal of the trend away from private 
carriage would be the greatest single contribution 
to the economic health of our for-hire transportation 
system. 

Innovations and expedited service would be pos- 
sible. Because of the omnipresent threat of success- 
ful protest by competing transport agencies, car- 
riers are understandably reluctant to innovate in 
rate making, and thus they deprive the public of 
tailor-made services and charges. Even more fre- 
quently the legitimate efforts (ultimately proven so 
by action of the regulatory agencies) are so long 
delayed that industry must make irretractable com- 
mitments to supply its own transportation. Finally 
there is an intangible—but perhaps most important 
—product of rate-making freedom: a new spirit of 
competition in the regulated transportation in- 
dustry. 

Much of the blame for lack of progress in trans- 
portation attaches to the carriers, but because regu- 
lation often constitutes a legitimate inhibition, it 
almost always provides an excuse for inaction. The 
nearly insignificant changes in the rule of rate- 
making wrought by the Transportation Act of 1958 
have produced highly significant changes in the 
morale and attitude of the railroad industry. True 
freedom of rate making would stimulate all trans- 
port agencies to give America the kind of transpor- 
tation it should have. 
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During recent years a great deal of discussion re- 
garding residential construction has been concerned 
with the effects of changes in general credit condi- 
tions upon the interest rate, the terms, and the 
availability of nonfarm residential mortgage credit. 
It is the purpose of this article to describe the nature 
of these effects and to make explicit the process by 
which general credit conditions influence nonfarm 
residential mortgage credit. 


THE SUPPLY OF NONFARM RESIDENTIAL 
MORTGAGE CREDIT 


Ultimately, the source of all loanable funds can be 
traced to the savings of individuals and the actions 
of the monetary authorities. However, the primary 
immediate source of mortgage money is financial in- 
stitutions—namely commercial banks, mutual sav- 
ings banks, savings and loan associations, life in- 
surance companies, other insurance companies, 
mortgage companies, installment companies, and the 
Federal National Mortgage Association. Noninstitu- 
tional mortgagees include: individuals, estates, trust 
funds, incorporated and unincorporated business 
firms, and nonprofit institutions. Within the non- 
institutional category, individuals constitute the 
most important class of holders. 

In 1952, about 84 per cent of all nonfarm resi- 
dential mortgage debt was held by institutional 
mortgagees. Savings and loan associations, life in- 





Note: The author expresses his thanks to Dr. Lorin A. Thompson 
and his associates in the Bureau of Population and Economic Re- 
search of the University of Virginia for assistance in preparing 
this paper; also Professors James R. Schlesinger, Howard W. 
Nicholson, and Leland B. Yeager, all of the University of Vir- 
gimia, for their valuable criticism. Of course, the ideas expressed 
are solely the responsibility of the author. 
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surance companies, commercial banks, and mutual 
savings banks accounted for about 94 per cent of 
this total. Therefore, it seems permissible to confine 
the following discussion regarding the supply of 
nonfarm residential mortgage credit to these four 
institutions. 

From 1920 through 1956, nonfarm (both resi- 
dential and nonresidential) mortgage holdings aver- 
aged 78.3 per cent of the assets of savings and loan 
associations, 44.4 per cent of the assets of mutual 
savings banks, 21.5 per cent of the assets of life in- 
surance companies, and 6.5 per cent of the assets of 
commercial banks. Thus, such holdings have been 
most important to savings and loan associations and 
least important to commercial banks. Moreover, the 
importance of such holdings varied most in the case 
of commercial banks, and least in the case of savings 
and loan associations, with life insurance companies 
and mutual savings banks lying in between. 

Factors Determining the Supply of Mortgage Credit 

The quantity of nonfarm mortgage credit offered 
at given interest rates, terms, and availability dur- 
ing a given interval of time depends upon the port- 
folio policies and practices of financial institutions. 
These policies are determined by (1) legal re- 
straints, (2) attitudes toward liquidity and solvency, 
and (3) yields on alternative investments. That is 
to say, the short-run supply of nonfarm residential 
mortgage credit is determined by decisions of fi- 
nancial institutions based upon the yields on alter- 
native investments and on liquidity and solvency 
“requirements” within a framework of legal re- 
straints. 

Given the yields on alternative investments and a 
set of legal restraints, financial institutions allocate 
investable funds so as to satisfy seemingly rather 
well-defined requirements for liquidity and solvency. 
Liquidity requirements are satisfied by holding cash 
balances and short-term, self-liquidating credit in- 
struments such as bankers’ acceptances, commercial 
paper, long-term obligations approaching maturity, 
call loans to security brokers, and Treasury bills. 
Ordinarily, the liquidity criterion is based upon an- 
ticipated cash outlays pursuant to the conduct of the 
business of these institutions. But it is also in- 
fluenced by uncertainty with regard to changes in 
economic conditions, including general credit con- 
ditions. Thus, during periods of a great deal of un- 
certainty, financial institutions may become “ob- 
sessed with the desire for liquidity.” 

The solvency criterion is used by financial institu- 
tions for the purpose of minimizing losses due to 
changes in market yields, changes in the ability of 


debtors to meet their obligations, and mistakes made - 


in evaluating the ability of individuals to assume 


1 The legal restraints on the portfolio practices of financial institu- 
tions are fairly stable over short ‘periods of time, and therefore, with the 
exceptions of reserve requirements of member banks, may be considered 
as given for the purposes of this article. : 
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debt obligations. Operationally, solvency is sought 
through diversifying portfolios with respect to the 
maturities of the instruments purchased, the amount 
invested in each type of instrument, and the amount 
of instruments of any one person or organization 
held. Diversification by maturities tends to protect 
institutions from losses as a consequence of shifting 
from one type of instrument to another during pe- 
riods of high levels of interest rates, whereas diver- 
sification according to type and debtor and/or issuer 
tends to protect institutions against losses from de- 
faults and, in the case of stocks, changes in market 
prices. 

Attitudes toward liquidity and solvency vary by 
the type of institution and among institutions of the 
same type. To a greater or lesser extent, however, 
these criteria are used by all institutions. They are 
made manifest, in the management of portfolios, as 
maxima above which or minima below which ratios 
or given types of assets to total assets are not to go. 
Such maximum and minimum ratios are determined 
by past experience and anticipated changes in mar- 
ket conditions. Of course, as the liquidity and sol- 
vency requirements of financial institutions vary 
over time, so does the supply of nonfarm residential 
mortgage credit. 

The Goal of Profits 

As stated above, financial institutions in their 
search for profitable lending opportunities are limit- 
ed by a number of legal restraints as well as by their 
needs for liquidity and solvency. Within these limits 
the lending institutions find the higher earnings 
they seek by securing the highest possible yield on 
their total investments. This may be accomplished 
through the allocation of investable funds in accord- 
ance with the market yields on alternative invest- 
ments. As a matter of fact, the investment practices 
of financial institutions are highly sensitive to 
changes in the yields on alternative credit instru- 
ments. Simply stated, financial institutions tend to 
increase the importance of nonfarm residential 
mortgages in their portfolios when the market yields 
on mortgages are higher than the market yields on 
alternative instruments, and decrease the impor- 
tance of mortgages when market yields on mort- 
gages are lower than the market yields on alterna- 
tive investments. The net effect of a high yield on 
mortgages is an increase in the quantity of funds 
allocated to mortgages; and the net effect of a low 
yield on mortgages is a decrease in the quantity of 
funds allocated to mortgages. 


THE RELATIONSHIP BETWEEN THE MARKET FOR 
NONFARM RESIDENTIAL MORTGAGE CREDIT 
AND THE MARKET FOR CREDIT IN GENERAL 

Although the market for nonfarm residential 

mortgage credit is large, it is only a part of the 
market for credit in general; it is in this sense that 
the mortgage credit conditions may be considered 
in relation to general credit conditions. However, the 
concept of general credit conditions would seem to 
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presuppose links between the various credit mar- 
kets; and the use in the preceding section of the 
phrase “the yield on alternative investments” would 
require them. In the case of nonfarm mortgage 
credit, the links are provided by the financial in- 
stitutions which are the suppliers of such credit. 

Actually the markets for the variety of loan in- 
vestments — federal bonds and notes, corporate 
bonds and notes, “tax-exempt” state and municipal 
bonds, mortgages, and short-term consumer credit 
—all are intimately bound together so that a string- 
ency in the credit supply is rapidly felt in every 
sector. Although most of the loan instruments men- 
tioned are handled in unorganized ‘‘over-the-count- 
er” trading, they are nevertheless very sensitive to 
changes occurring in any portion of the credit mar- 
ket as a whole. Indeed, the financial “over-the- 
counter” markets are generally regarded as among 
the most efficient and sensitive markets in the 
world. The active forces involved are: first, the mul- 
titude of dealers who, in competition with one 
another, are constantly seeking out all potential 
buyers and sellers; and, second, investment portfolio 
managers who are seeking the best terms for their 
respective institutions. 

Not only the logic of the market forces, but also 


the actual statistical record of parallel movement in 
bond yields and mortgage interest rates testify to 
the close linkage between these segments of the 
credit market. However, in saying this, one should 
understand that there are some characteristics of 
interest rates which are different as between these 
various types of instruments. For one thing, non- 
farm mortgage interest rates are more stable than 
are interest rates in general (as reflected by cor- 
porate bond yields). The stability of mortgage 
yields reflects the fact that other things besides in- 
terest rates—namely mortgage terms and the avail- 
ability of funds—serve to ration credit in this area. 


In summary, it adds up to this: Financial institu- 
tions increase the quantity of funds allocated to non- 
farm residential mortgages when the difference be- 
tween mortgage interest rates and bonds yield is 
high and decrease the quantity of funds allocated to 
mortgages when the difference is low. Since mort- 
gage interest rates are more stable and always 
higher than the bond yields to which they are com- 
pared, the difference is high when bond yields are 
low, and is low when bond yields are high. It is the 
variation in bond yields that determines the relative 
allocation of funds rather than the variation in 
mortgage interest rates. Bond yields rise during 
tight general credit conditions, i.e., when buyers of 
credit are bidding up interest rates in general. Con- 
versely, bond yields fall during easy general credit 
conditions, i.e., when sellers of credit are bidding 
down interest rates in general. 

Complicating Conditions 

In the real world, however, factors other than the 

relative yield on alternative investments change, and 
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the above described effects become mere tendencies. 
Tight general credit conditions are usually associ- 
ated with high and/or rising incomes and increased 
savings. Moreover, during such times, banks usually 
lower their liquidity requirements, which results in 
a decrease of excess reserves. This increase in the 
flow of savings and a reduction in the liquidity re- 
quirements of commercial banks and other financial 
institutions have offset and would probably continue 
to offset the net effects of tight general credit con- 
ditions on the supply of nonfarm residential mort- 
gage credit. This “probable outcome” is suggested by 
the fact that from 1896 to 1941 and from 1945 to 
1952 the dollar value of nonfarm mortgages held by 
financial institutions increased in 30 (81.1 per cent) 
of the 37 years during which expansions in business 
in general occurred. Nevertheless, the importance 
of nonfarm mortgage credit in the portfolios of 
financial institutions tends to decline during periods 
of tight general credit conditions, thus it would seem 
that during tight general conditions the supply of 
nonfarm residential mortgage credit, rather than de- 
creasing, merely increases less than the supply of 
credit in general. 

The evidence does not, however, indicate that, 
during contractions in general business, a decline 
in the flow of savings and an increase in the liquid- 
ity requirements of financial institutions offset the 
net effects of easy general credit conditions on the 
supply of nonfarm residential mortgage credit. 
Over the same periods referred to above, the dollar 
volume of nonfarm mortgages held by financial in- 
stitutions increased in thirteen (86.7 per cent) of 
the fifteen years during which contractions in gen- 
eral business occurred. It is to be pointed out, how- 
ever, that this result may be the consequence of the 
institutionalization of savings and mortgage lend- 
ing, rather than that of only the combined effect of 
changes in general credit conditions and changes in 
the liquidity requirements of financial institutions. 


CHANGES IN THE INTEREST RATE, TERMS, AND 
AVAILABILITY OF NONFARM RESIDENTIAL 
MORTGAGE CREDIT 

The typical process by which nonfarm mortgage 
credit is made available appears to be this: As a 
trough is passed and income rises, the supply of 
credit in general increases as the flow of savings in- 
creases and financial institutions attempt to reduce 
cash balances. But the demand for credit in general 
usually increases more rapidly than the supply. Con- 
sequently, interest rates in general tend to rise and 
the market for credit in general becomes tight. 

Expenditures for nonfarm housing in fee tend to 
increase as income rises; and, therefore, the demand 
for mortgage credit tends to rise. But, because of the 
stickiness of mortgage interest rates, financial in- 
stitutions tend to allocate a greater proportion of the 
increased supply of investable funds to other uses. 
Thus, although the supply of mortgage credit tends 
to increase, it increases at a less rapid rate than 
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either the supply of credit in general or the demand 
for mortgage credit. In this manner, the mortgage 
credit market becomes tight. 

As the mortgage credit market becomes tight, 
financial institutions become more selective in pro- 
cessing applications for mortgage loans. That is to 
say, the availability of mortgage credit declines. 
Mortgage interest rates tend to rise, but they rise 
much less than interest rates in general. In addi- 
tion, the maturities and loan-to-value ratios on 
mortgage loans tend to decline. A point may be 
reached at which some financial institutions will 
sell mortgage credit only to customers and others 
will cease buying mortgages from “originators,” 
e.g., mortgage companies who ordinarily purchase 
mortgages for resale to “holders.” 

As a peak is reached and income begins to decline, 
the supply of credit in general decreases since the 
flow of savings declines and financial institutions 
attempt to build up their cash balances. But, typi- 
cally, the demand for credit in general falls more 
rapidly than the supply. Thus, interest rates in gen- 
eral fall. It may be said that general credit condi- 
tions are easy. 

As income falls, expenditures for nonfarm hous- 
ing tend to fall and, with it, the demand for mort- 
gage credit. But, since financial institutions begin 
to allocate a greater proportion of investable funds 
to the purchase of mortgages, the supply of mort- 
gage credit may increase, rather than decline. Under 
these conditions, financial institutions become less 
and less selective in processing mortgage credit ap- 
plications. Mortgage interest rates tend to decline, 
but to a less extent than interest rates in general. 
Also, maturities and loan-to-value ratios tend to in- 
crease. As income, the demand for housing, and the 
demand for mortgage credit reach a trough, finan- 
cial institutions become eager to approve loan ap- 
plications. 

It is apparent that a great deal of emphasis has 
been placed on changes in the availability of non- 
farm residential mortgage credit in the above de- 
scription of the process by which mortgage credit 
is rationed. But the role played by availability does 
not seem to have been exaggerated. Of course, the 
importance of changes in availability may be 
ascribed to the stability of nonfarm mortgage inter- 
est rates. In turn, the stability of nonfarm mort- 
age interest rates seems to be caused by (1) the 
personal nature of much of the market, i.e., the 
customer relationship which obtains between many 
buyers and sellers of mortgage credit, and (2) the 
existence of maximum interest rates on federally 
guaranteed and insured mortgages. The effect of 
the latter factor may be illustrated through the use 
of a statement of the savings and loan official who, 
in explaining the lack of funds seeking FHA mort- 
gages during the tight credit conditions that pre- 
vailed during the second quarter of 1957, said, “We 
make loans because we get paid, not because they’re 
guaranteed. Why should we spend our bucks here 
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when we can get more elsewhere?” 

It may be pointed out that availability seems to 
affect the quantity of nonfarm residential mortgage 
credit exchanged only in a rather negative (but 
powerful) sort of way. That is to say, it seems rea- 
sonable to suppose that a greater quantity of non- 
farm residential mortgage credit would be ex- 
changed during tight mortgage credit conditions if 
it were rationed more on the basis of price and less 
on the basis of availability. 


POLICY IMPLICATIONS 


Ultimately, changes in general credit conditions 
may be traced to the use of general credit controls 
by the Federal Reserve System; and the purpose of 
such controls is to regulate total monetary demand. 
To do this, general credit controls must influence 
specific credit markets. The above analysis indicates 
that general credit controls do affect the market for 
nonfarm residential mortgage credit and that the 
effects of changes in such controls are consistent 
with their objective. 

However, it has been said that “in a time of tight 
money... [the nonfarm residential construction] 
industry absorbs more than its share of punish- 
ment.” Of course, the effects of changes in general 
credit conditions on only the nonfarm mortgage 
credit market have been considered here. Neverthe- 
less, it would seem appropriate to comment briefly 
on what appears to be a sense in which this criticism 
may be valid. 

It has been argued that changes in availability 
play an important role in the rationing of nonfarm 
residential mortgage credit during changing gen- 
eral credit conditions, and that a greater quantity 
of nonfarm residential mortgage credit would be ex- 
changed during tight credit conditions if it were 
rationed more on the basis of price and less on the 
basis of availability. Moreover, it was said that the 
importance of availability may be attributed, in 
part, to the existence of prescribed maximum in- 
terest rates on federally guaranteed and insured 
mortgages. Thus, it seems that prescribed maximum 
interest rates on FHA and VA mortgages provide a 
basis for suspecting that the impact of tight credit 
conditions on new housing may be deemed too 
strong. It is to be pointed out, however, that the ex- 
istence of such rates tends to increase the effective- 
ness of general credit controls on nonfarm residen- 
tial construction during inflationary periods and, 
insofar as nonfarm residential construction is de- 
ferred from one short period to another, to reduce 
short-run fluctuations in the volume of nonfarm 
residential construction. 

Of course, the stated objective of the FHA and 
VA programs is to encourage the flow of resources 
into the nonfarm residential construction industry. 
However, maximum interest rate ceilings on these 
mortgages tend to result in a smaller flow of credit 
into the mortgage market than would otherwise oc- 
cur during tight credit conditions. 
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Note: This article is abridged from sections of the au- 
thor’s monograph, Recent Proxy Contests: A Study in Man- 
agement-Stockholder Relations. The monograph, ' Bulletin 
number 6, may be obtained from the Bureau of Business and 
Economic Research, School of Business Administration of 
Georgia State College of Business Administration. 
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DESIGN OF A PROXY CONTEST 

Well-planned proxy contests usually begin with a 
quiet buying of stock in the name of brokers or 
nominees.! As the beneficial owner is unknown, a 
corporate management is placed in a very awkward 
position. However, unexpected strength in stock plus 
a sharp increase in shares held in a broker’s name 
usually signifies that a contest is in the making. 
Moreover, a well-organized opposition group tends 
to use the same broker or group of brokers in suc- 
cessive contests. Hence, an analysis of the broker 
making the stock acquisitions affords a clue to the 
possible opposition. By this method, the manage- 
ment of Fairbanks, Morse & Company was able to 
detect that Silberstein of Penn-Texas was buying 
stock well in advance of his announced intentions to 
seek a board representation. The second warning 
that an opposition group is being organized usually 
comes in the form of letters from shareholders un- 
known to company officers. These letters demand 
certain detailed financial information. After some 
days or weeks of this, the opponent (or a front man) 
usually requests an appointment to meet the com- 
pany’s chief executives in person. At this meeting 
the announcement is made that he represents a 
large quantity of stock. Certain major reforms are 
demanded, which may border on the preposterous.” 


Rumors: The First Stage 

During the early preparatory stages of a contest, 
the company under consideration is the subject of 
a whispering campaign. Rumors persist that a spin- 
off, merger, or liquidation is imminent. These ru- 
mors are harmful to management in many ways. In 
the first place, it is demoralizing both to existing 
shareholders and to employees. Each group envis- 
ions its future economic position with the company 
as becoming insecure. In the second place, specu- 
lators are attracted to the company as the public 
hastens to take advantage of various “tips.” When 
the rumored spin-off or other action does not ma- 
terialize, management is blamed for not having ful- 





1 In the one-year period March 1954-1955, the number of broker-held 
shares in Montgomery Ward rose from roughly 500,000 to over 1,100,000, 
out of a total 7,000,000 shares outstanding. In the New York Central con- 
test the broker-held stock polled almost 30 per cent of the total shares 
voted. 

2 Unceremoniously, Mr. Russell McPhail, a Florida shareholder, made 
@ visit to the general offices of the L. 8. Starrett Company in Athol, 
Massachusetts, on August 3, 1953. Because of his allegedly substantial in- 
vestment in the firm, a voice in the management was considered desirable 
by him—not too large, but not too “squeaky.” He requested a minimum 
annual salary of $65,000 for part-time employment. See Master’s Report 
in the case of Russell McPhail v. The L. 8. Starrett Company, Superior 
poe of the Commonwealth of Mass., for the County of Worcester, No. 
107488 Eq. 
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filled the buyer’s expectations. The entrapped share- 
holders tend to ally themselves with the opposition. 


Ground Rules 


Good ground rules assure an orderly stockholders’ 
meeting. They also simplify the inspection and tabu- 
lation of proxies. Since voting tends to be high at 
the time of a contest, the number and kinds of de- 
fective proxies are multiplied; hence, all points 
capable of being reduced to mutual understanding 
are all to the good. 

From a legal point of view, a proxy is acceptable 
“when the genuineness is not substantially ques- 
tioned, where enough appears from it to give it 
the appearance of prima facie authenticity.’ 
Furthermore, the “burden of showing irregularity 
or illegality lies on the person challenging it.”* The 
counsel for each side will find his task of interpret- 
ing the legal authority simplified by the preparation 
of effective ground rules. To gain perspective, at- 
torneys for both sides should make a thorough study 
of other contests, noting any unusual developments. 
These rules would cover such situations as: 


. an undated proxy 

a proxy with stamped or typed signature(s) 

a corporation proxy not signed by an officer nor sealed 
and attested by the secretary 

. a proxy whose signature is not on the signature line 
a fiduciary proxy with several fiduciaries with only 
one signature 

a joint tenant proxy with both names signed in similar 
handwriting. 

Between 400,000 and 500,000 shares were chal- 
lenged in the recent Montgomery Ward contest. Sev- 
eral shareholders, for example, signed everything 
sent them by both sides but failed to date many 
proxies. In situations of this nature, postmarks must 
be examined accurately unless the ground rules 
specify differently. One holder sent in a proxy to 
the opposition, and later the same day sent one in 
to management. The envelopes were postmarked one 
hour apart. The proxy had this message scribbled 
on it: “Dear Mr. Wolfson, please go and lie down; 
you must be very tired.” Another proxy for one 
hundred shares was sent in to management. The 
words, “Provided Avery retires,” were written 
thereon. This proxy was challenged on grounds of 
whether it was conditional and was held in abeyance 
to await a ruling by the inspectors. Some days later 
a Ward attorney walked into the room where the 
proxies were being tabulated and said: “I would like 
to have that proxy delivered up.” When the proxy 
was handed to him, he said: “I offer this as a good 
proxy. Mr. Avery resigned this morning.” “Boy,” 


om oop 


Se 





3 Gow v. Consolidated Coppermines Corp., 20 A 2d 743 (Del. 1941). 

4 Standard Power & Light Corp. v. Investment Association, Inc., 51 A 
2d 572 (Del.). 

5 The New York Stock Exchange was halted for an hour following 
the announcement of Mr. Avery’s retirement. It reopened with a block 
of 16,000 shares at 80, which was 4% points above the previous trading 
session. See The Wall Street Journal, May 10, 1955. 
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replied counsel for Wolfson, “what you fellows won’t 
do to get a hundred shares voted!’® A shareholder 
from Fort Smith, Arkansas, confounded everyone by 
sending in a proxy to each side. These proxies bore 
the same date and were postmarked at the same 
place and at precisely the same time. This vote was 
declared a tie. 


Costs 


The corporation will pay all out-of-pocket ex- 
penses incurred by management as they accrue. In 
addition, opposition will seek reimbursement in the 
event its slate is victorious.? The following expenses 
are indicative of others that will arise if insurgents 
win: 


a. A new public accountant will (as a general rule) be 
appointed, and time will be required to train him. 

b. Positions must be provided for those who helped the 

opposition; many will be newly created. 

A new general and legal counsel will be appointed. 

A new insurance agent will be appointed. To the ex- 

tent that existing contracts are canceled, the company 

is penalized for having acquired protection on a short- 

term basis. 

e. Any contracts in progress relative to loan of funds, 
merger, and so forth are upset. 


ae 


Except where management has been remiss, the 
damage to public and investor confidence in a com- 
pany is great. Moreover, the operating schedules of 
management are interrupted to organize a contest 
in self-defense.’ These intangible costs are not 
capable of exact measurement. 


Results 


Any attempt to summarize the results of a given 
contest is presumptuous. Reforms advanced by op- 
position may have been gained although opposition 
was defeated. Moreover, even when opposition won, 
improved market price of stock, earnings, dividends, 
and so forth may have been more the result of eco- 
nomic forces within the business cycle than anything 
associated with the contest. In several cases, how- 
ever, there seem to be general tendencies. 

Where cumulative voting was used and opposition 
sought only representation, the harmonious func- 
tions of the board varied. Some were smooth, with 
the minority making real contributions. Other 
boards were in constant turmoil. Regardless of 
which side was in control, representation on the 
executive committee was generally denied the mi- 
nority ; and often legal actions of one sort or another 
ensued. 





6 Edmund A. Stephan, op. cit., pp. 96-97. 

7 Steinberg v. Adams held that a stockholder could be reimbursed 
pr : successful proxy contest. See Steinberg v. Adams, 90 F. Supp. 604 
(1950). 

8 At times the executive is the company’s chief salesman, visiting 
customers in person and signing up some of the biggest orders. Mr. Robert 
R. Morse, Jr., president of Fairbanks-Morse, was tied to his desk for a 
two-year period in 1956-1957 by the marathon battle with Penn-Texas. 
“What the fight cost the company just in terms of Bob’s time can never 
be determined,” sighed one associate. See The Wall Street Journal, April 
30, 1958, p. 18. 
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If the opposition slate was victorious, partial or 
complete liquidation followed. “Assets are turned 
around,” as the saying goes. This statement implies 
that both custom and tradition are expendable and 
drastic measures are often forced through to make 
the company show a profit. Some measures were 
constructive, but others were not. 


Waging the Contest 


The fact that opposition forces often enter the 
contest at a slight disadvantage is partially offset 
by the negligence of a larger segment of satisfied 
stockholders who do not bother to send in proxies.® 
Generally this group is favorable to incumbents. In 
contradistinction, shareholder lethargy is not great 
among the “protest vote.” This group will support 
opposition by mailing in proxies. For this reason, 
meticulous arrangements are made by each side to 
assure maximum support. In the opinion of many, a 
strong political organization is necessary. 

Often proxy material uttered in a contest resem- 
bles that of a low-grade political campaign.° Even 
basic issues of policy become submerged in personal 
charges and countercharges. Statements of fact 
which can be read to impute incompetence, lack of 
character, virtuous posturing, and so forth abound. 
Each side declares that it is the sworn friend of the 
stockholder, and the opposition declares that its 
motive for seeking office is to enhance or protect 
the interest of other owners. Proxy material of the 
opposition tends to rely heavily on exaggerated 
statements of intent. 

As proxies are received, comparison is made with 
the stockholder list to ascertain those outstanding. 
Usually, a personal solicitor will visit this group as 
the campaign draws to an end. If the stockholder 
has already sent in a proxy for the opposition, an 
attempt will be made to bring about a change of 
mind. 

The political organization not only is responsible 
for delivering a large vote but must also take those 
precautionary measures to assure that the holder 
does not inadvertently vote the wrong way. In order 
to avoid a misunderstanding, different-colored 
proxies are used by opposing sides. In this way the 
stockholder is expected to identify his preference 
according to the proxy color. 


MANAGEMENT AND THE PROXY CONTEST 


The following statement is attributed to Bis- 
marck: “It’s easy enough to find a Minister of Edu- 
cation: all the job needs is a long white beard. But 
a good cook is different; that requires universal 


9 Despite the vast publicity effort on both sides, over 12 per cent 
of the stock of Montgomery Ward & Company was not voted at the 1955 
proxy contest. 

10 One tires easily when reading the “run-of-the-mill” proxy letters 
because of the irrelevant arguments. Surely the words written centuries ago 
as recorded in Ecclesiastes 12:12 are valid: ‘“‘And further, by these, my son, 
be admonished: of making many books there is no end: and much study is 
weariness of the flesh.”’ 
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genius.” Competence and performance of a high 
order are essential to a successful manager. Obvious- 
ly, it takes more than a “long white beard.” But is 
the position one demanding universal genius? 
Broadly speaking, the duties are twofold, and he 
who discharges them is a manager. First of all, to 
him belongs the task of developing whatever re- 
sources he has—human or otherwise—into a strong 
organization of creating a productive entity which 
turns out more than the sum of the resources placed 
in it; of conducting a symphony, so to speak, in 
which his effort, vision, and leadership must trans- 
form individual instrumental parts, that may be so 
much noise by themselves, into the living whole of 
music. Secondly, he is to harmonize the require- 
ments of the immediate and the long-run future. 
Figuratively speaking, his nose must be kept to the 
grindstone while his eyes are lifted to the hills. 


A Test of Good Management 


Certain companies became large and successful, 
partly because of the close team organization among 
top management. Are there tests which can be used 
to measure the quality of that group? Inadequate 
plant maintenance and depletion of inventory re- 
serves are but two expediencies available to short- 
sighted executives who desire to inflate profits tem- 
porarily. Likewise, work developed over a period of 
years and policies adopted by long-visioned manage- 
ment may be about to bear fruit to a company 
having experienced low earnings. Profits alone are 
not a reliable criterion.!! In discussing this paradox, 
a recent issue of Harper’s magazine carried an in- 
teresting comment.}? It seems that one of the coun- 
try’s most venerable banks sent this question to the 
chief of its research department: “Are there any 
earmarks which will tell us whether the manage- 
ment of a corporation is good or bad?” Hundreds of 
corporations were studied, but only one clue was 
discovered, and that was totally unexpected. Here, 
in effect, are the findings: 


If the top executive in a company gets a salary sev- 
eral times as large as the salaries paid to the Number 
Two, Three and Four men, you can be pretty sure the 
firm is badly managed. But if the salary levels of the 
four or five men at the head of the ladder are all close 
together, then the performance and morale of the entire 
group is likely to be high. . . . The size of the salaries 
doesn’t seem to make much difference. .. . Whether the 
president gets $20,000 a year or $100,000 isn’t important 
—so long as his vice president gets something like 75 to 
90 per cent as much. But when the president pulls down 
$100,000, and his main subordinate gets only $50,000 to 
$25,000, it is time to look for trouble. 


11 Since 1948 the American Institute of Management has prepared 
an annual Management Audit. This is a questionnaire containing 301 
questions covering ten phases: Economic Function, Corporate Structure, 
Health of Earnings, Service to Stockowncrs, Research and Development, 
Directorate Analysis, Fiscal Policies, Production Efficiency, Sales Vigor, 
and Executive Evaluation. In order to receive the rating of “Excellently 
Managed,”” a company must have earned 7,500 points out of a total of 
10,600. Suffice it to say, no company having experienced a recent con- 
tested election ever qualified. 

12 Harper’s magazine, Vol. 208 (April, 1954), p. 16. 
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It is not the intent of this study either to support 
or to deny the above.1% 


What Management Desires of Stockholders 


In general, people buy stock to make money, not 
to enjoy the blandishments of management, dutiful 
or otherwise. Some are primarily speculators who 
hope to benefit from circumstances not necessarily 
related to the skill of management. By contrast, 
others are investors who desire to profit from the 
skillful management of a growing business. A man- 
agement, however, cannot hope to remain in office 
just because it is competent and successful.1* The 
stockholders must, in the preponderance, consist of 
a well-informed, investment-minded group who tend 
to discount short-term gyrations. Such an electorate 
tends to give management greater freedom in 
making long-range plans. It is immaterial that the 
stock is actively traded. What counts is the motive 
in buying. 


Professional Management In Relation to 
Proxy Contests 


When an opposition group wins a proxy contest, 
replacements among board members and chief exec- 


13. A number of companies having experienced a recent contested 
election were selected at random; the salaries paid to officials for the year 
immediately preceding the contest are noted in the author’s full study 
on recent proxy contests, published in monograph form. 

14 In several cases studied, the opposition won although management 
had been reasonably successful. After bis company made the largest profit 
of a single year the president of R. Hoe & Company was dismissed by an 
opposition. Management of the Minneapolis & St. Louis Railway Company 
had also. been successful, but experienced similar results. 
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utives tend to follow.'® Past loyalties and traditions 
are expendable when they do not fit into the new 
plan. For this reason, once a dissident group is 
formed, a chief executive may experience a conflict 
between company loyalty and personal goals. His 
resistance to the insurgent’s demands means that 
his employment will be abruptly terminated if the 
opposition slate is victorious. Moreover, during the 
contest his competence may be severely questioned 
and his reputation put in jeopardy. This economic 
plight is felt keenly by those who have devoted a 
lifetime to the service of one company and whose 
future earning power is associated with that firm. 
Hence, when continued future control is doubtful, 
the temptation to seek the best possible compromise 
tends to be strong. As one writer concludes: “The 
fear of loss of personal position in effect intrudes 
upon the basic question of policy, and the contest 
may be tapped by a power play rather than by stock- 
holder determination.”?* Obviously, this particular 
motivation has prevented a great many contests.17 
However, tendencies by top management to com- 
promise an impending contest for personal consid- 
erations serve to weaken the force and effect of 
professional management. 


15 Said Russell McPhail of his attempt to take over the L. S. Starrett 
Company: “. .. one way of being sure you are wanted is to change un- 
friendly management to those that would welcome him.’’ See Master’s 
Report in the case of Russell McPhail v. The L. 8S. Starrett Company, 
op. cit., p. 15. 

16 Wayne G. Broehl, Jr., The Proxy Battle (Hanover: Amos Tuck 
School of Business Administration, Dartmouth College, 1955), p. 14. 

17 The pressures incidental to a contested election tend to be very 
great. Hence, it is entirely possible that an individual on one side will 
consider that he stands to gain more through the secret compromise 
negotiation. Such compromises usually appear late in the contest. 
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The charts and excerpts on this page are from an article “Income in the South: The Last Ten Years and the Next 
Ten,” by Charles T. Taylor, appearing in the Monthly Review, Federal Reserve Bank of Atlanta, February 1960, pp. 2 and 
8. The (Sixth) District states include Alabama, Florida, Georgia, and parts of Louisiana, Mississippi, and Tennessee. 

Mr. Taylor’s comments, quoted below, on income and employment in southern states describes encouraging advances 


by the South in its growing economy. 


INCOME AND EMPLOYMENT IN THE SOUTH 
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Personal income in District states is growing faster than it is in the 
nation. Thus, per capita income in the South is a little closer to the na- 


tional average. At 67 percent of the national figure in 1950, it reached 
74 per cent in 1959. 
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As income grew during the 1950’s, the relative importance of dif- 
ferent sources changed. Not only did personal income from manufactur- 
ing become more important, but that from trade, service, government, 
finance, and construction as well. 
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INCOME 


“ ... the 1950’s was a decade of general economic ex- 
pansion. Gross National Product, that useful figure sum- 
marizing total output of the nation’s goods and services, 
was about 45 percent greater at the end of the decade than 
it was at the beginning even after allowances for rising 
prices. Personal income, the measure we have been using for 
economic growth in the South, grew correspondingly. The 
close resemblance of the trend in growth of personal in- 
come in the nation to that in the District, shown in the ac- 
companying chart, suggests that conditions that encourage 
income growth in the nation also encourage income growth 
in the South. The rise in District income, however, has been 
just a little steeper than that in the nation. This leads to 
another observation: When the nation’s income expands, the 
South’s share of it increases.” 


Employment, District States, 1920-59 
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To achieve the income growth meant providing jobs not only for work- 
ers added to the labor force but for those who left the farm as well. 
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LABOR FORCE 


“Economic growth cannot be explained solely in terms 
of capital investment and productivity. There must be men 
who are able to recognize economic opportunities, apply 
technological and scientific developments, assume leader- 
ship, and risk their funds in what they hope will be pro- 
ductive enterprises. There must be a labor force that can 
acquire industrial skills and adapt to changes. Some of the 
workers must be able to learn not only the highly technical 
productive processes needed in modern industry but also the 
professional skills required by present day society. Economic 
growth also requires a society that encourages rather than 
resists changes. Thus, one key to economic growth is the 
ability of people to change. The record of the 1950’s shows 
that Southerners have been able to accept and adapt them- 
selves to change.” 
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SERVICE AND INTEGRITY 


In the Development of a Young Food Industry 


Food production and marketing cater to every € a 
existing human, and the problems encountered are 
universal and ever-changing. By comparison with 
other industries, the magnitude of food economics 
dwarfs all others. 


Food executives of today are alert, sharply 
trained, educated, with special genius in creative 
merchandising. They are sophisticated in produc- 
tion, in accounting and control. Their success de- 
pends upon small unit profits on mass volume, and 
they are therefore intuitive businessmen, as sensi- 
tive to the slightest rumble of changing public taste 
as is a delicate seismograph charting a movement 
of the earth. 

The day is gone when the food business was vested 
in the hands of homespun, crusty old grocers sit- 
ting on a cracker barrel spinning tales. Nor, in the 
main, is food any more a local or regional matter. 
Though it must be admitted that the balance of 
volume still rests in the more heavily populated 
areas of our country, southern food management is 
second to none. Southern processors have reached 
national, even world-wide distribution status. 

The Southland Coffee Company and The Mar- 
Gold Corporation of Atlanta find themselves young 
and of modest size in this mammoth maze of a rest- 
less, ever-changing industry. Our leading competi- 3 4 
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tors include world-wide food processors of long 
establishment, whose brand names have been house- 
hold words for generations. Yet we know there is 
ample room for ambitious young companies to grow 
steadily by virtue of their own inbred determination. 
Our business is presently limited to twenty states, 
representing approximately 30 per cent of the popu- 
lation of our country, and oftentimes growth is im- 
peded only because of distance and freight costs. 

The key to this progress lies in fearless research 
and in marketing strategies, subject to constant re- 
vision, change, improvement. The point is not to sell 
to outlets, but rather to sell with them in a spirit of 
trust and confidence. While this concept is not revo- 
lutionary, it might be helpful to others seeking a 
foothold in these highly competitive times. The 
philosophy is plain. It was well exemplified by 
Marshall Field and Company who built a mercantile 
empire on the slogan, “May I Serve You?” 

Food manufacturing and processing probably 
covers more diversification of products than any 
one other major industry. Vast differences are re- 
quired in the individual marketing approaches. 
Nevertheless, there are certain consistencies in the 
marketing pattern that do exist at the highest and 
broadest level of management planning. 

Our two major products are coffee and marga- 
rine. Coffee is exotic, attached to the traditional 
lore of the medieval aristocracy of the Middle East 
and, more recently, to the romantic areas of South 
and Central America. Yet, coffee is almost a neces- 
sity and an honored yet commonplace item in 
American custom. 

On the other hand, margarine originally was a 
defensive food, one developed as a substitute for a 
product at that time considered superior. In spite 
of tremendous quality improvements, it is constantly 
striving to shuck off the suggestion of apology. The 
industry still suffers from growing pains. 

We entered the margarine field in 1958. A quick 
look revealed the quagmire of depression in which a 
large part of the industry found itself, due primarily 
to the original defensive psychological attitude. 

In many instances, packaging appearance was 
poor. Art work and design needed improvement. 
Indeed, the structure of the cartons themselves was 
in many ways outmoded. None but the very large 
producers had attained flexibility of ingredient and 
quality control to provide sales and marketing ap- 
proaches that would appeal to consumers in varying 
economic strata. Herein lay the opportunity for our 
organization—young, ambitious, with no constrict- 
ing ties to the distant past. We corrected these faults 
and immediately proceeded to contact independent, 


August 1960 


co-op, and chain distributors in as many states as 
we could cover. Old customers and new prospects 
alike were canvassed. The approach to each of these 
powerful groups, as well as the approach to individ- 
ual companies, required considerable analysis, pre- 
study, and deliberate selection. 

Nonetheless, the posture “may I serve you”—with 
better products, more attractive appearance, im- 
proved packaging, and greater flexibility — was 
found to be as potent in margarine as it had long 
ago proven to be effective in coffee marketing. 

Key buyers and management executives react 
favorably to this approach when it is sincere and 
backed by logical facts properly presented. Instinc- 
tively, they recognize the product and package that 
will appeal to their customers. If they do not have 
this built-in sense of awareness, they do not stay 
long in positions of leadership. 

The other key factor in acceptance and growth is 
difficult to define. It is not just salesmanship. Old- 
fashioned salesmanship is as sadly in the past as 
was poor old Willie Lomax in Death of a Salesman. 
Being out there “with a wing and a prayer” isn’t 
enough these days to get you beyond the reception 
desk. It is an image of sincerity and confidence; and, 
intangible as it is, perhaps it is best summed up in 
the word “integrity.” 

We have often been gratified with our reception 
at headquarters of national companies because of 
their awareness of southern business integrity, and 
this we share with our business and industrial col- 
leagues, both in and out of the food field. 


Since we are relatively small, we do not have the 
means to dazzle our customers with spectacular and 
flamboyant advertising campaigns and promotion 
schemes. Nor do we have much time or need for im- 
pressing at the social level. Instead, we are dedicated 
to industry growth. We have an admittedly selfish 
purpose in this, but we realize a business like ours 
can make no impression abroad if it cannot be sus- 
tained at home as a progressive, sound business, pro- 
viding good working conditions, and constantly im- 
proving living standards for co-workers and their 
families. And though we have no posture of servility, 
we are willing to serve our customers to their ad- 
vantage and ours. 

Just as individuals must have conviction and 
ideals, business must proceed from the strength of 
these virtues. The philosophy of selling with one’s 
customers, added to the power of supporting integ- 
rity, is a way to profitable and pleasant business 
relationships in a competitive field, where progress 
is difficult but well worth attaining. 


19 











THE SOUTHEASTERN CORNER 


by 
Warren A. Walker 








a 











INDUSTRIAL POTENTIALS IN THE SOUTH @ 


PART IV 


Ceramic tile, the industry under discussion this 
month, has many features in common with the in- 
dustry considered last month related to vitreous 
china, particularly its use for sanitary ware. Ac- 
tually, in the development of these and some other 
ceramic industries, certain alternatives exist: (1) 
these industries could be established on an individual 
product basis with relatively limited capital—they 
then would have a logical area of expansion and 
diversification; and (2) a relatively well-capitalized 
corporation could undertake a more diversified pro- 
gram. 


RAW MATERIALS AND FUEL 


As indicated in last month’s article, kaolin is 
available in several Georgia counties in very sub- 
stantial quantities. In addition, these counties are 
closely grouped geographically so that should the 
initial deposit become exhausted there are other 
large deposits nearby. 

The fact that these same counties are located on 
major natural gas pipe lines adds to the list of favor- 
able factors. Nearly all ceramic products require 
heat processing in varying amounts at some point 
in their manufacture; hence fuel costs become a 
major item in the costs of production. 
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PRESENT AND POTENTIAL MARKETS 


It has been estimated that for residential con- 
struction about one third of a cent of every con- 
struction dollar is spent on tile. In the case of non- 
residential construction approximately one-half cent 
of each construction dollar is spent on tile.? 

Since the southeastern market represents about 
10 per cent of the national total market, there then 
is a current dollar value for the southeastern market 
of about 13 million dollars.? 

A projection’ of the figures for volume of con- 
struction gives 1965 approximately 20 billion dollars 
in residential construction and slightly over 19 bil- 
lion dollars for nonresidential construction. For 
1970 the figures would be somewhat in excess of 
20 billion on residential and just under 21 billion on 
nonresidential construction. The volumes of con- 
struction indicated above would yield for 1965 and 
1970 potential tile markets of $1414 million and ap- 
proximately $1514 million respectively for the 
regional market. 

The period from 1947 to 1957 (for which figures 
are complete with the exception of 1948) shows a 
really remarkable rise in the production of floor and 
wall tile. The total volume of national production in 
1947 was slightly over 40 million dollars, while the 
1957 value of production was approximately 120 
million. This increase has been due in part to many 
of the same factors that have accelerated the use of 
ceramic sanitary ware: trends such as increased 
urbanization, more expensive residences, moderniza- 
tion and replacement of commercial facilities, and 
multibath residences. 


THE COMPETITIVE SITUATION 


At the present time about 86 per cent of the tile 
used in the southeastern states comes from states 
outside the area. This type of situation indicates on 
its face that there are often high transportation costs 
involved in the final retail price of these products. 
This is especially true in view of the fact that vir- 
tually all of the kaolin used in the production comes 
originally from Georgia. In effect, the price of these 
ceramic products reflects a round-trip cost rather 
than just a factory-to-consumer cost. 

According to the Georgia Institute of Technology 
survey, about 75 per cent of the tile that is brought 
into the region comes from only two states, Ohio and 
Pennsylvania. This same survey points out that even 
a relatively minor supplier such as New Jersey pro- 
vides more of the total used in the Southeast than 
does Florida, although Florida is the largest user of 


1 Survey by the Industrial Development Branch, Engineering Experi- 
ment Station, Georgia Institute of Technology. 

2 This figure is derived in a similar manner, since data which follow 
from construction volume as regional figures on tile sales are not directly 
available. 

3 Projections and estimates made by the Industrial Development 
Branch of the Georgia Institute of Technology. See “The Southeastern 
Corner,” Atlanta Economic Review, July 1960, p. 21. 
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the southeastern states. 

At the present time there is not a single tile plant 
in Georgia, South Carolina, or Tennessee. There are 
three plants in Florida, one in North Carolina, and 
one in Alabama. None of the states having produc- 
tive facilities supplies more than three per cent of 
the regional market. 


LABOR REQUIREMENTS 


A small single kiln operation would require about 
thirty employees. The bulk of the employees could be 
unskilled or only semiskilled, thus reducing both 
training time and costs. Many counties in the south- 
eastern states, including some of those with kaolin 
deposits, have an excess labor supply in these cate- 
gories. A few employees highly trained at the pro- 
fessional engineer level will be required, but this 
presents no problem. Georgia has been “exporting” 
ceramic engineers to the North for years, just as 
it has its kaolin. 

In addition to these favorable aspects of labor 
supply, the Georgia Institute of Technology has per- 
haps a dozen qualified ceramic engineers on its 
faculty who are available for technical assistance. 


CAPITAL REQUIREMENTS AND PROFITS 


An operation on the scale indicated above would 
require an initial capital on the order of half a mil- 
lion dollars. Compared to many other industries, this 
is a fairly modest investment to put an entirely new 
plant into operation. 

According to the manufacturers of the equipment 
used in this type of operation, a one-kiln plant could 
be expected to produce about 1,400,000 square feet 
of tile a year. Based on the present market condi- 
tions this would produce sales of about $600,000 
annually. 

Approached on a long-run basis, the prospects for 
return on capital are very favorable. Profits of 20 
per cent are not at all unusual, and some companies 
have exceeded this ratio for years at a time. Con- 
sidered on the basis of net profits as distinguished 
from return on capital, the picture is equally bright. 
A net return of 12 per cent on sales after operating 
expenses is not unusual. 

Of course a new company could not expect such 
a high return on either investment or sales. For the 
new company there are always problems of pro- 
duction and sales that may reduce profits to the 
vanishing point. The returns quoted above are long- 
run figures that have been experienced by com- 
panies that have been in production for some years. 

In addition, it should be remembered that the 
manufacturer of tile, like many other manufactur- 
ers, has certain economies of scale, and a total in- 
vestment on the order of $214 million will be re- 
quired before optimum size is reached. This means 
that, ideally, a large percentage of the profits dur- 
ing the early period of operation should be re- 
invested in additional facilities in order to reach this 
scale of production as soon as possible. 
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ia May April % May Jo bi paca 
1960 1960 Change 1959 Change over 
five months ’59 
y 
EMPLOYMENT 
Job Insurance (Unemployment) 
SIE shiskeiieitssieiissieiinintenionsiiine 381,764 371,550 + 2.7 361,788 + 5.5 «<= 93 
Job Insurance Claimants _._.__-- 6,710 7,148 — 6.1 7,858 —14.6 =~ Se 
Total Non-Ag. Employment --_---- 362,200 363,100r — 0.3 351,350r + 3.1 + 3.0* 
Manufacturing Employment -_----- 85,050 85,750r — 08 85,850 — 0.9 — 0.1* 
Average Weekly Earnings, 
Factory Workers ___---------- 81.99 79.97 + 2.5 80.60 + 1.7 — 1.0* 
Average Weekly Hours, 
Factory Workers .................. 39.8 39.2 + 1.5 40.1 — 07 — 4,3* 


Index of Help Wanted Ads 
(Seasonally adjusted, 1947-49 


























ce | | ce 166.3 159.3 + 4.4 176.7 — 59 + 1.5 
CONSTRUCTION @ q 
Number of Building Permits§ ____ 989 843 +4-17.3 792 +25.0 — 28 
Value of Building Permits§ _____- 11,941,621 8,003,123 +49.2 9,169,884 +30.2 — 25.6 
SION sceciitninsncnnsniniiinsndneaiaikinsian 21,250 20,450r + 3.9 23,700r —10.3 — 8.6* 
FINANCIAL4S 
Bank Debits (Millions) _._._.____- 2,103.7 2,026.1 + 3.8 1,927.8 + 9.1 + 7.3 
Bank Deposits (Millions) __.___--- 1,248.3 1,250.1 — 0.1 1,223.4 + 2.0 + 1.8** 
OTHER 

Department Store Sales Index __-_- 171 180r — 5.0 161 + 62 4+ 5.3] 
Retail Food Price Index _..______ 116.8 116.8 0.0 115.6 + 1.0 — 0.1** , 
Number Telephones in Service -__ 370,709 368,683 + 0.5 334,049 +11.0 +11.1** 
tr—Revised *Average month **End of period {—Based on retail dollar amounts 

§City of Atlanta only. N. A.—Not Available AData from members of the Federal Reserve System only. 


Sources: All data on employment, unemployment, hours, and earnings: Employment Security Agency, Georgia Department of Labor; 
Number Help Wanted Ads: Atlanta Newspapers, Inc.; Building permits data: Office of the Building Inspector, Atlanta, Georgia; 
Financial data: Board of Governors, Federal Reserve System; Postal data: Atlanta Post Office: Retail Food Price Index: U. 8. 
Department of Labor; Department Store Sales Index: Federal Reserve Bank of Atlanta and Board of Governors, Federal Reserve System; 
Telephones in Service: Southern Bell Telephone and Telegraph Company. e E 
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Considerable attention, in the last several issues, 
has been devoted to developments in building con- 
struction within Atlanta. During the first few 
months of 1960 both the number and the value of 
building permits (which indicate reasonably well 
the volume of construction that may be expected to 
get under way within a reasonably short time) 
issued by the City of Atlanta Inspector of Build- 
ings were substantially below the same period in 
1959. However, an upturn began to appear in April, 
with 843 new permits issued as compared with 685 
in March (a 23.1 per cent gain). Both the number 
and the value of permits again increased in May 
(989 new permits valued at $11,941,621). This rep- 
resents a gain of 17.3 per cent in number and 49.2 
per cent in value over April of this year and a gain 
of 25.0 per cent in number and 30.2 per cent in 
value over May a year ago. 

Despite the gains of April and May, however, 
both the total number and total value of building 
permits issued during the first five months of 1960 
were still below the same period for 1959 (—2.5 per 
cent and —25.6 per cent, respectively). 

A closer look at the class composition of building 
permits issued will shed some additional light on 


August 1960 


the gains and losses indicated above. The low for the 
first five months of this year as compared to last 
year is primarily attributable to two occurrences: an 
exceptionally high value of business building per- 
mits issued in February 1959 (31 buildings valued 
at $15,872,733), and an exceptionally low value of 
business building permits issued in February of 
this year (16 buildings valued at $901,224). 

The gains of April and May are attributable pri- 
marily to an increase in residential permits issued 
in those months, particularly permits issued in May 
for apartment house construction. In that month 57 
permits for apartment house construction valued 
at $3,569,425 were issued as compared with 12 per- 
mits valued at $533,795 in April this year and 19 
permits valued at $637,935 in May 1959. 

Relatively little change is apparent in employ- 
ment in the Atlanta area between April and May. 
However, while total nonagricultural employment 
declined by a slight 0.3 per cent between April and 
May 1960, it was still slightly more than three per 
cent over May 1959. 

More significantly, the number of job insurance 
claimants showed fairly substantial decreases both 
from April this year and from May 1959 (—6.1 per 
cent and —14.6 per cent respectively.) Furthermore, 
according to the Georgia State Employment Service, 
only 3.2 per cent of the total labor force of the At- 
lanta area was unemployed. Such a small percentage 
is indicative of a generally high level of economic 
prosperity. 

Such economic prosperity is further evidenced by 
the fact that bank debits for May (an indicator of 
the level of expenditures in the area) ran 3.8 per 
cent ahead of April and 9.1 per cent ahead of May of 
last year. Likewise, department store sales, while 
down 5.0 per cent from April, were up by 6.2 per 
cent from May 1959. At the same time retail food 
prices held steady. 

R. L. B. 
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Publications Available 


BULLETIN NUMBER 9 
STUDIES IN BUSINESS AND ECONOMICS 
An econometric Model of the American Minor Cycle 
. by George J. Malanos 
and Henry Thomassen 
47 pp., 6 x 9 in. 
(No charge for single copies) 

The purpose of this study, as stated by the 
authors, is: “To construct a system of equations 
which will predict as much as one year in advance, 
and with a precision that is acceptable for policy- 
making, the quarterly magnitudes of American ag- 
gregate employment and gross national product.” In 
their conclusions the authors signified that, for the 
1947-57 period and in the absence of a Juglar cycle, 
it was their “concerted opinion that the chief 
cyclical variation has. originated with spending 
upon consumers’ durables.” 

The authors are on the faculty of the School of 
Business Administration of Georgia State College 
of Business Administration. Dr. Malanos is Pro- 
fessor of Economics and Chairman of the Depart- 
ment of Economics, Finance and Statistics. Dr. 
Thomassen is Associate Professor of Economics. 


BULLETIN NUMBER 7 
STUDIES IN BUSINESS AND ECONOMICS 
The Development of the Public Housing Program 
in the United States 
. by Robert K. Brown 
92 + vi pp., 6 x 9 in. 
(Price—$1.50 plus 5¢ sales tax in Georgia) 

U.S. public housing from its infancy has had a 
troubled career. The zeal of its proponents and the 
equal fervor of its opposition have met time and 
again in the legislative arena. This monograph 
traces the history of the development of the U.S. 
public housing program from 1933, the beginning of 
federal participation, to 1956. In the concluding sec- 
tion the author summarizes leading criticisms made 


by adversaries of the program; lists suggestions of 
housing experts on how to break the “dreary dead- 
lock” of public housing; and suggests some of the 
factors to be considered in the future course of low- 
rent housing. 

Dr. Brown is the Ben J. Massell Professor of Real 
Estate, School of Business Administration, Georgia 
State College of Business Administration. 


RESEARCH PAPER NUMBER 17 
Public Relations in Secondary-School Business 
Education: 
Part I: The Nature and Scope of Current Activities 
and Media; A Public Relations Checklist for 
Business Educators 
... by Calfrey C. Calhoun 
56 + viii pp., 814 x 11 in. 
(No charge for single copies) 

This is the first paper of a study-series on the 
subject of public relations efforts of business educa- 
tion personnel in secondary schools. The author has 
made an extensive study of current public relations 
activities of high-school business education teachers 
and has formulated a checklist of such activities. 
From this list it is believed a determination can be 
made of those media of business-education public 
relations which are not only theoretically feasible 
but are practically possible and profitable. 

Mr. Calhoun is Assistant Professor of Business 
Education, School of Business Administration of 
Georgia State College of Business Administration. 


A Bibliography of Literature in Transportation 

Economics 

14 pp., 814 x 11 in. 

(Price—$1.00 plus 3 cents sales tax in Georgia) 
Compiled under the direction of J. H. Lemly, Pro 

fessor of Transportation and Public Utilities, School 

of Business Administration of Georgia State College 

of Business Administration. 


For copies of the publications named above, send requests to the Bureau of Business and Economic 
Research, School of Business Administration of Georgia State College of Business Administration, 33 


Gilmer Street, S. E., Atlanta 3, Georgia. 
24 


THE ATLANTA ECONOMIC REVIEW 





wT ws www CU 
Le  & | 





